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KEY ECONOMIC INDICATORS 
Values in millions of US$ Exchange rate as of June 11, 1975: 
unless otherwise indicated US$1 - E°5,100 Brokers rate 
E° = Escudos E°4,600 Bankers rate 


% L 
1973 1974 1975 75/74 
Y 


INCOME, PRODUCTION, EMPLOYMENT 

GDP-constant 1965 prices (millions of E°) 22,753 24,000 
Per capita GDP-=constant 1965 prices (E°) 2,205 2,287 
Gross fixed investment as % of GDP ‘ 18.0 
Industrial production INE index (1970#100) 

(1973=year average; 1974=Jan-Nov. average) . 120.3 
Industrial production SOFOFA index (1970=100) 

(1973, 1974=year aver. ;1975=Jan-Feb. aver.) ‘ 113.2 
Copper (thousand metric tons) ‘ 902.1 
Copper (Gran Minerfa) (thousand metric tons) : 762.9 
Nitrates (thousand gross metric tons) ‘ 738.8 
Iron Ore (million metric tons) 10.3 
Employment (thousand (Univ. of Chile) 
Unemployment rate (%) (Univ. of Chile) . 9, 
Employment (thousand) (INE) . 991. 
Unemployment rate (%) (INE) 8 
MONEY AND PRICES 

Total money supply (millions of E°) (1973, 

1974=Dec. average; 1975=April average) 270,826 1,071,050 1,562, 150 295.5 
Major banks interest rate (%) (1973,1974 = 

second half; 1975=first half) 60.0 200 885 233.3 
Consumer price index (Dec. 1974=100) 

(1973, 1974=Dec. index; 1975=April index) 21.0 100 194.3 8.4 -50.0 
Wholesale price index (Dec. 1974=100) 

(1973, 1974=Dec. index; 1975=March index) 14.9 100 159.6 -24.8 -50.3 
BALANCE OF PAYMENTS AND TRADE 
External debt 3,081.8 2/ 3,577.42/ 16.1 
International reserve position - 504.3 — - 613.3 -21.6 
Balance of payments - 248.8 - 139.7 146.5 
Balance of trade - 260.8 - 195.5 25.0 
Exports (Central Bank) 1,346.9 2,043.4 51.7 
US share FOB (Chilean Customs) 

(1973=Dec; 1974=Sept) 105.8 286. 1 170.3 
US share FOB (US Dept. Commerce) 101.9 256.7 398.5 
Imports (Central Bank) 1,607.7 2,238.9 39.3 
US share CIF (Chilean Customs)(1974=Sept) ~ 232.3 101.0 
US share FAS (US Dept. Commerce) 

(1973"Dec; 1974=July) 248.5 218.3 118.5 


Major Import Registrations from U.S. (Central Bank) (Oct. 1974-Feb.75) (millions US$): Cereals (71.4); 
Chemical elements and compounds (37.3); Machinery, spare parts, non-electric (6. 1). 
Sources: Planning Office, Central Bank, Chilean Manufacturers Association, Chilean Customs, National 


Institute of Statistics. 


1/ Partial figures compared to same period or month in previous year. 
2/ Excludes undisbursed portion. 
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SUMMARY 


The Chilean economy performed poorly during early 1975. The balance of payments 
situation, which began to deteriorate in the second half of 1974 with plunging 
copper prices, approached the crisis stage and inflation rose following twelve 
months of fairly steady decline. The Government responded with an economic 
program reducing public sector expenditures and a cabinet reorganization 
centralizing economic authority in the Minister of Finance. 


Lower copper prices have led to a 25-30 percent drop in Chile's foreign exchange 
earnings despite considerable success in promoting other exports. To curb 
imports the Chilean authorities have devalued the escudo at a much faster rate 
than domestic price inflation. Chile's large foreign debt obligations and the 
dim prospects for attracting capital inflows on a scale which would cover a 
massive trade deficit in 1975, however, required much stronger fiscal measures 
to curb import demand. The Government hopes that greater fiscal and monetary 
restraint now being implemented, together with generous international financial 
support, will enable the domestic economy to weather this period of crisis 
without further significant deterioration and set the stage for vigorous 
economic growth. 


Despite an acute BOP problem, the Chilean Government has promised to continue 
its program of economic liberalization. Quantitative controls on imports have 
been disavowed and tariff reductions are to go forward albeit at a somewhat 
slower pace. The size of the public sector is to be reduced in the months 
ahead through the sale of all but a few of the companies which the government 
owns or in which it holds equity. Reforms are continuing to enable the banking 
and financial sectors to play a larger and more effective role in mobilizing 
and channelling private savings to their most productive uses. 


The months ahead will be very difficult for the Chilean economy. Manufacturing 
and construction will be hard hit by a severe reduction in government sp--ding; 
the copper mining sector will likely remain depressed in view of the p’ 

outlook for copper prices. Agriculture will be one of the few bright sports in 

the economy. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Domestic Economic Situation 


During the first five months of 1975 a worsening balance of payments and 
excessive public sector expenditures reversed some of the progress made during 
the previous fifteen months in combatting inflation and in forging a more stable 
economy. As copper prices and Chile's income from copper exports plummeted, 
Chilean authorities were obliged to devalue the escudo at a substantially faster 
pace than the rate of domestic price inflation in order to conserve foreign 
exchange. Fewer imported goods at higher prices and an unchecked domestic 
demand further stoked a raging inflation. From a monthly average rate of about 
twelve percent during the last quarter of 1974 the rate of inflation rose to an 
average monthly rate of 18 percent. 


In late April, Chilean authorities decided to impose a program of stringent 
fiscal austerity. To assure strict compliance with the objectives of the 
program, economic responsibilities and authority were centralized in the 
Minister of Finance. 


The Economic Recovery Program calls for slashing most categories of public 
sector escudo expenditures by 15 percent and foreign exchange expenditures by 
25 percent. Government revenues are to be increased by extending the coverage 
of the newly introduced value added tax, by higher income, property and sumptuary 
taxes, and by more remunerative prices for many public sector services. The 
objective is to reduce the government deficit, which has been running at a rate 
of about 20 percent of expenditures, to "an insignificant level" during the 
second half of 1975. Since the fiscal deficit is mostly bridged by Central 
Bank financing, it is a high-powered generator of inflation. Future public 
sector deficits are to be financed through the capital market and Central Bank 
activities will be limited to implementing monetary policy. 


The state's role in the economy as well as its expenditures will be drastically 
slashed by the new program. All but 10-15 state enterprises (including the 
copper, steel, oil and other "strategic" companies) are to be returned to the 
private sector in the coming months. Most of those remaining in government 
hands will be expected to earn a profit and to meet most of their financing 
requirements from private sources. Commercial banking functions are being 
returned to the private sector and an on-going restructuring of the financial 
system is expected to strengthen the capital market's capacity for mobilizing 
and channelling private savings to their most productive uses. 


The Government expects that fiscal retrenchment together with programs for a 
market-oriented economy will be conducive to a thriving and viable Chilean 





economy. In the short term, however, the principal impact will be to reduce 
domestic demand at a time when unemployment is high and excess capacity 

exists in many areas of the economy. Inflation will probably remain at present 
levels through June. If the program works as expected by the government, 
economic activity should begin to pick up in early 1976. In the meantime, 

overall production will very likely fall substantially below the levels of a year ago. 


Foreign Sector Developments 


Chile's external economic situation during the past nine months has been 
characterized by low copper prices, large debt-servicing payments, and rapidly 
dwindling foreign exchange reserves. 


Recession in the major industrial centers of the world has greatly dampened demand 
for copper, which accounts tor 70-80 percent of Chile's foreign exchange earnings. 
To make up some of the slack in foreign exchange receipts, the Chilean govern- 
ment has been promoting the export of non-traditional products. Manufactured 
goods exports led by wood and wood products grew by about 70 percent in 1974; 
agricultural products are once again being shipped abroad in quantities although 
Chile remains a large net importer of food. 


To accelerate orientation toward foreign markets, new tax stimulus will be given 
to exports. Recent introduction of the value added tax largely in substitution for 
a turnover tax (cascade type) will strengthen the relative profitability ot exports, 
as will the program for lowering tariff levels to a moderately protective level. 
Since the development of new markets will take time, these programs will have 
only a modest effect on 19/5 export earnings. 


Fiscal austerity and more vigorous exercise ot toreign exchange policy should have 
a more powerstu! short-term impact on imports. During the first four months of 
1975 the escudo was devalued at a 34 percent faster rate than the local CPI 
inflated and imports tell substantially below their 1974 levels for the same period. 
Cutbacks in public sector foreign exchange expenditures and a lower level of 
domestic demand together with an appropriate exchange policy are expected to 
reduce imports for the rest of 1975 substantially below end of 1974 levels. 


Despite fiscal and monetary restraint and export incentives, the trade deficit will 
be substantial. In addition, Chile has large debt-servicing obligations. A recent 
successful meeting of most Paris Club creditors, however, should enable Chile to 
reschedule a great part of its 1975 obligations on favorable terms. The Chilean 
Government expects IMF and other international financial institution support, 
PL-480 and supplier credits, and foreign investment inflows to fill most of the 
foreign financing gap. The Government expects that new bank medium term loans 
and short-term bank credits will cover the remaining deficit. 





IMPLICATIONS FOR THE UNITED STATES 
Investment 


The Chilean Government wants foreign investment to play a key role in the 
economic renaissance of Chile and it expects heavy foreign investment in new 
mining properties, mostly copper, as well as the wood products and automotive 
industries. In fact, by mid-May the government said it had approved $124.5 
million in new foreign investments, was processing proposals for an additional 
$51.6 million, and was in advanced negotiations for projects representing 
$284.9 million more -- not counting proposals received for new copper mining 
ventures. These are impressive figures, and capital flows of these magnitudes 
would greatly mitigate Chile's economic difficulties as well as provide a good 
base for future growth. However, actual new foreign investment flows in 1974 
and so far in 1975 have been small and will probably not exceed the $25-50 
million a year rate before 1976. This is partly because the totals announced as 
already approved or under discussion are maximums which will in any event be 
spread over several years. Another drag on current investment is the as yet 
unresolved conflict between the Andean Pact investment code (Decision 24) and 
Chile's new foreign investment statute (DL 600). 


Despite these problems, Chile does seem particularly attractive to the U.S. and 
other foreign investors. Among pluses attracting potential investors are: the 

outlook for political and labor tranquility; the absence of environmental limita- 
tions on production; and a relatively well-educated labor force. The gradual 
sale to the private sector of most government businesses adds another, although 
relatively minor, opportunity for the U.S. investor. 


Trade 


The U.S. share in Chilean imports has grown rapidly over the past twenty months. 
While Chilean imports will decline both in real and nominal dollar quantities 
from 1974 levels, we expect that U.S. exports of manufactured goods to Chile 
will hold fairly steady. Although Chile's agricultural imports will be smaller and 
agricultural prices will probably be lower, U.S. agricultural exports to Chile in 
nominal dollar terms should rise as the U.S. is expected to obtain a much larger 
share of the market. 


Although Chile is cutting back on public investment, projects which are already 
underway and equipment replacements which cannot be deferred will assure strong 
U.S. sales in the months ahead provided foreign financing is available. In 
addition to replacement needs, the oil, copper, and other minerals sectors will 
undoubtedly absorb tremendous amounts of capital -- much of it foreign -- between 
1975 and 1980. Given the prominence U.S. investors will likely have in these 
activities, the U.S. exporter should be well positioned to bid for sales to these 
sectors. 
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The Chilean government is strongly encouraging export diversification both to 
cushion the economy against depressions in the copper industry and to reap 
benefits from economies of scale and competition in international markets. 
Introduction of a value added tax, frequent readjustment of the escudo exchange 
rate, and lower domestic trade barriers will help increase the competitiveness 

of Chilean products in foreign markets. The Chilean government and local 
exporters also are taking a strong interest in opportunities which will become 
available in the U.S. market with the introduction of the Generalized System of 
Preferences. Now under study are other domestic export incentives which the 
Chilean government hopes will make the export sector a dynamic element for 
growth. 





CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information 
on most trading partners of the United 
States is available from the Bureau 
of International Commerce, U.S. De- 
partment of Commerce. 

The Bureau is organized geographically 


responsible for a country or group of 
countries as listed below. Assistance 
or information about marketing in 
these countries may be obtained by 
dialing these key people directly: 
(202) 967 plus the given extension 


with a Country Marketing Manager 


Far East 
Australia and New 
Zealand 
East Asia 
Japan 
South Asia 
Southeast Asia 


Area Extension 


Africa 
Central Africa 
East and South Africa 
West Africa 


3646 
5401 
2427 
3137 
3875 


3904 
4927 
4388 


Europe 


Canada and Benelux 
countries 

France 

Germany and Austria 

Italy and Greece 

Nordic countries 

Spain and Portugal 

Switzerland, Yugo- 
slavia and Turkey 

United Kingdom 


Latin America 

Brazil 

Mexico, Central 
America, and 
Panama 

Argentina, Uruguay, 
and Paraguay 

Caribbean countries 
and remainder of 
South America 


3848 
4504 
4414 
3944 
4601 
3957 


5427 


5020 


2428 


2795 
3713 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 


5737 
Near East 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 

Peoples Democratic Republic of Yemen, 


Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


iran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 
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